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CFTC, *Reflation position indicator is net long positions of SPX, Brent crude, copper minus long USD and
short US 10-year ,Source: DS, Nedbank CIB

The market has a record short position in the
US10yr bond.

The commitment of traders report indicate the
short position speculators have is now 4 standard
deviations below trend.

We, therefore, expect a very sharp move in the
market once the resistance at 3.04% is broken as
speculators try to cover their short positions.

Our proprietary Reflation Positioning Indicator*
(RPI, which indicates market positioning
towards risk assets) continues to fall, indicating
that market participants remain concerned
about the outlook for risk assets.

This would favour the outlook for US bonds.
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R186: TACTICAL DOWNSIDE POTENTIAL

Daily ZAR186= 2015/12/31 - 2019/05/22 (GMT)
BarOHLC, ZAR186=, Bd Yied, 2018/11/19, 9.100, 9.120, 9.080, 9.095
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EM bond yields sold off since the start of 2018, but
the bear trend has lost momentum now. The MACD
rolling over confirms this loss of bearish
momentum.

The question is whether the expected rally will be a
full-blown trend reversal or just a corrective rally.
We believe it is the latter.

The best-case scenario for the expected corrective
rally is a goodbye kiss of the breakout level at
6.31%, which is also a 61.8% Fibonacci retracement
of the 2018 bear move. Other resistance levels to
watch are 6.54% and 6.44%.

We remain of the opinion that EM bond yields will
eventually reach 7.30% as the carry trade unwinds
on the back of tighter financial conditions.

The next phase of tighter financial conditions is not
necessarily going to come from tighter monetary
policy, but a slowdown in global growth, leading to
a contraction in money and credit growth.

The R186 remained below the bull support line
from early 2016 at 9.35%.

The yield and the MACD momentum indicator
are busy breaking down out of the well-
established bear trend.

The target level is 8.82%, with an extended
target at 8.60%.

The short-term picture is quite positive, but we
remain of the opinion the ultimate top will
only materialise during the next EM bear
phase.

This bear phase will again be driven by a
stronger US dollar, but that is a 2019 story.

Link to Nedbank CIB Disclaimer
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https://www.nedbank.co.za/content/dam/nedbank-crp/reports/Strategy/NeelsAndMehul/2018/Technical%20Strategy%20Note%20Disclaimer.pdf
https://www.nedbank.co.za/content/dam/nedbank-crp/reports/Strategy/NeelsAndMehul/2018/Technical%20Strategy%20Note%20Disclaimer.pdf

